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MVEMORANDUM OPI NI ON

MARVEL, Judge: Respondent determ ned a deficiency in
petitioner’s Federal incone tax of $13,282 and an accuracy-

rel ated penalty, pursuant to section 6662(a),! of $2,656 for

IAIl section references are to the Internal Revenue Code in
effect for the year in issue. Al Rule references are to the Tax
Court Rules of Practice and Procedure.
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1994. Petitioner filed a petition seeking a redeterm nation of
the deficiency and contesting his liability for the penalty.

Fol | owi ng concessions,? the issues for decision are:

(1) Whether petitioner may deduct Schedule C, Profit or Loss
From Busi ness, expenses in excess of those conceded by
respondent; and

(2) whether petitioner is liable for the accuracy-rel ated
penal ty.

Backgr ound

Prior to trial, the parties filed a “stipulation of facts”,
which did little nore than outline the factual disputes remaining
for trial and provide to the Court various witten sumaries of
petitioner’s litigating positions, and a supplenental stipulation
of facts. To the extent that the stipulations reflect agreenent
regarding material facts, those facts are sunmari zed bel ow and
are found accordingly.

Petitioner resided in Henderson, Nevada, at the tinme he
filed his petition in this case.

In March 1994, petitioner’s enployer, Mattel, term nated
petitioner’s enploynent. At that tine, petitioner, who had nore

than 20 years of manufacturing experience in the toy industry,

2Respondent al so proposed adjustnments for a State tax refund
that petitioner allegedly received and to petitioner’s exenptions
and item zed deductions. The parties agree that petitioner is
not required to include any State tax refund in inconme and that
the remai ni ng adj ustnents are conput ati onal
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was earning a salary in excess of $243,000 per year. Follow ng
the termnation of his enploynent, petitioner pronptly began to
| ook for an incone source to replace his lost inconme. He
ultimately decided to start a manufacturing consul ting business,
KAB Consulting, and did so in 1994. On Schedule C of his 1994
Federal inconme tax return, petitioner deducted expenses allegedly
paid in connection wth KAB Consul ting.

Respondent audited petitioner’s 1994 return and, in a notice
of deficiency dated February 19, 1998, proposed adjustnents
disallowng all of petitioner’s Schedul e C deductions because
petitioner failed to substantiate them During the trial in this
case, respondent nodified his litigating position and conceded
that the follow ng adjustnents to petitioner’s Schedule C

deductions were appropri ate:



d ai ned
Deducti on per return Al | owed D sal | owed
Adverti sing $1, 340 $511 $829
Car and truck 8, 840 - 0- 8, 840
Depreciation &

Sec. 179 exp. 10, 260 3, 205 7, 055
| nsur ance 250 250 -0-
Legal & prof. 1, 750 1, 750 - 0-
O fice expense 200 200 - 0-
Repai rs 425 425 - 0-
Suppl i es 660 660 - 0-
Travel 3, 182 2,451 731
Meal s & enter.

$4,871 x 50% 2,435 1967 1, 468
Uilities (phone) 635 635 - 0-
Wages 2,340 - 0- 2,340

Tot al $32, 317 $11, 054 $21, 263

!Respondent conceded that petitioner substantiated neal and
entertai nnent expenses of $1,933.62. After applying the sec.
274(n) limtation, the correct deduction for neals and
entertai nnent appears to be $967, not $911. W have adjusted the
figures above accordingly.

We address each of the renaining disputed adjustnents and
the applicable |l egal principles bel ow

| n Gener al

Odinarily, a taxpayer is permtted to deduct the ordinary
and necessary expenses that he pays or incurs during the taxable
year in carrying on a trade or business. See sec. 162(a). A
taxpayer is required to maintain records sufficient to establish
t he anobunt of his deductions. See sec. 6001; sec. 1.6001-1(a),
| ncome Tax Regs.

When a taxpayer establishes that he paid or incurred a

deducti bl e expense but does not establish the anmount of the
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deduction, we may estinmate the anount allowable in sonme

circunstances. See Cohan v. Conmi ssioner, 39 F.2d 540, 543-544

(2d Gr. 1930). There nust be sufficient evidence in the record,
however, to permt us to conclude that a deductibl e expense was

paid or incurred in at |east the anount allowed. See WIlians v.

United States, 245 F.2d 559, 560 (5th Gr. 1957). |In estimating

t he anount all owabl e, we bear heavily upon the taxpayer whose
i nexactitude is of his or her own maki ng. See Cohan v.

Conmi ssi oner, supra at 544.

For certain kinds of business expenses, such as travel,
meal , and entertai nment expenses, and those expenses attributable
to “listed property”, section 274(d) overrides the rule of Cohan

V. Conm ssioner. See Sanford v. Conm ssioner, 50 T.C 823, 827

(1968), affd. per curiam412 F.2d 201 (2d Cr. 1969); sec. 1.274-
5T(a), Tenporary Incone Tax Regs., 50 Fed. Reg. 46014 (Nov. 6,
1985). Listed property includes any passenger autonobile and any
ot her property used as a neans of transportation, under section
280F(d)(4) (A (i) and (ii), unless excepted by section
280F(d) (4) (© or (d)(5)(B).

Under section 274(d), a taxpayer nust satisfy strict
substantiation requirenents before a deduction is allowable. See
sec. 274(d); sec. 6001; sec. 1.6001-1(a), (e), Incone Tax Regs.
| f section 274(d) applies, we may not use the Cohan doctrine to

estimate those expenses covered by that section.



Adverti si ng Expenses

Petitioner claimed a deduction of $1,340 for advertising

expenses on his 1994 Schedule C. At trial, petitioner contended

that he was entitled to a |larger deduction than that clainmed on
his Schedule C and presented a docunment entitled “Summary of 1994
Mkt g. Expenses”

showi ng total advertising expenses of $1,586.94.

Among the itens listed on the summary were four

per sona

clothing is not deducti bl e,

See sec.

(1957),

cl ot hi ng,

262: Donnelly v.

totaling $563.71.

Conmi ssi oner,

affd. 262 F.2d 411 (2d Gr.

1959) .

28 T.C. 1278,

pur chases of

The cost of personal

and petitioner so conceded at trial.

1280

Al so included on petitioner’s summary of his advertising

expenses were the following itens, which were paid by check

Dat e Payee Anpunt
03/ 01/ 94 CFLL $50. 00
03/ 18/ 94 CFLL 14. 00
04/ 10/ 94 Jew sh Federation 50. 00
05/ 09/ 94 O Co Register 32. 09
06/ 08/ 94 Jew sh Federation 75. 00
08/ 18/ 94 TCB Printers 75. 96
08/ 18/ 94 TCB Printers 40. 00
08/ 22/ 94 Cypress High 60. 00
08/ 22/ 94 City of Cypress 50. 00
08/ 22/ 94 Frankl i n Photo 20. 00
09/ 23/ 94 Landel | 57. 25
10/ 05/ 94 Pl ayt hi ngs 24. 00
10/ 05/ 94 CSuULB 50. 00
10/ 05/ 94 City of Cypress 65. 00
11/ 05/ 94 O Co Register 29. 93
11/ 05/ 94 City of Cypress 15. 00
11/ 05/ 94 City of Cypress 25. 00
11/ 05/ 94 City of Cypress 40. 00

Tot al $773. 23
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The parties have agreed that the above checks were issued to
t he named payees in the anmobunts stated, and respondent has
conceded that petitioner is entitled to deduct advertising
expenses of $511.

Petitioner testified that nost of the expenditures were for
advertisenments, business cards, brochures, and trade
publications. Petitioner could not recall the purpose of sone of
the itens such as the $20 expenditure to Franklin Photo, the
$57. 25 expenditure to Landell School, and the nultiple
expenditures to the Cty of Cypress on Novenber 5, 1994.
Petitioner did not introduce as evidence any advertisenent,
busi ness cards, or other business itens allegedly purchased with
the |isted checks.

Petitioner also clained a m scell aneous cash amount of $250
to cover m scel |l aneous anmounts that he all egedly spent but could
not renmenber or substantiate. Petitioner conceded at trial that
this anpbunt was an estimate.

On this record, we conclude that respondent’s concession of
$511 for advertising is reasonable, and we sustain respondent’s
adjustnment to petitioner’s advertising expense deduction as
nodi fi ed.

Car and Truck Expenses

On his 1994 Schedule C, petitioner clainmed a deduction for

car and truck expenses in the amobunt of $8,840. In connection
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wi th that deduction, petitioner stated in Part 1V, Information on
Your Vehicle, of his 1994 Schedule C that he placed his vehicle
in service for business purposes on April 15, 1994, and that he
subsequently drove the vehicle 21,500 mles, of which 15,6500 were
for business, 3,000 were for commuting, and 3,000 were for
“other”. At trial, petitioner contended that he is entitled to a
| ar ger deduction for car and truck expenses in the total anount
of $9,981.01, as reflected on an exhibit entitled “Sunmmary of
1994 Auto Expenses”. Petitioner alleged that he drove 17,575
m |l es for business purposes and that the business use of his
vehi cl e was summari zed on an exhibit entitled “1994 Daily Log".

Al t hough petitioner admts that the entries in the daily |og were
not made cont enporaneously, he contends that the daily | og was
reconstructed using contenporaneous notes that he filled out each
time he travel ed on business and then threw in a box. Petitioner
did not introduce into evidence the notes he clains he kept in
t he box.

Respondent conceded on brief that petitioner used his
aut onobi |l e for business purposes and that he has docunented
busi ness m | eage of 336 mles. Respondent also conceded that

petitioner substantiated the foll ow ng autonobil e expenses:

Lease paynents $4, 521
| nsurance and |ic. 2,107
Gl Mx 43

Tot al $6, 671
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After estimating petitioner’s fuel expense, respondent conceded
that petitioner is entitled to a deduction for car and truck
expenses in the amount of $134. 40.

Al t hough we have no doubt that petitioner had nore
aut onobi | e expenses than those |isted above and probably drove
nmore business mles than respondent conceded, we agree
petitioner’s failure to substantiate his autonobil e expenses
forecl oses any greater deduction. Section 274(d)(4) provides, in
pertinent part, that no deduction or credit shall be allowed
under section 162 with respect to any listed property (as defined
in section 280F(d)(4)) unless the taxpayer substantiates by
adequate records or by sufficient evidence corroborating the
taxpayer’s own statenent: (a) The anmount of such expense or
other item (b) the time and place of the use of the property,
and (c) the business purpose of the expense or other item

Section 1.274-5T(b)(6), Tenporary Inconme Tax Regs., provides
a nore detailed statenent confirmng that a taxpayer nust prove
the following with respect to listed property: (a) The anount of
each separate expenditure with respect to an itemof |isted
property, such as the cost of |ease paynents, the cost of
mai nt enance and repairs, or other expenditures, (b) the anmount of
each business use based on the appropriate neasure (i.e., mleage
for autonobiles) and the total use of the listed property for the

taxabl e period, (c) the date of the expenditure or use with
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respect to listed property, and (d) the business purpose for an
expenditure or use.

Petitioner sinply did not conply with section 274(d).
Petitioner did not maintain a contenporaneous diary, calendar, or
m | eage | og of his business travel, and he has failed to prove
that he otherwi se made a record of the all eged busi ness use of
hi s autonobile at or near the tinme of the use. He did not retain
recei pts for nost of the expenses he clainmed to have paid, and he
did not establish the total business mles driven during 1994.
Even after we gave petitioner the opportunity to produce
additional records to respondent and the Court following trial,
petitioner failed to take the necessary steps to suppl enent the
record in this case.

On this record, we sustain respondent’s adjustnent to
petitioner’s car and truck expense deduction as nodifi ed.

Depreci ati on and Section 179 Expenses

On his 1994 Schedule C, petitioner clainmed total deductions
for depreciation and section 179 expense of $10,260. On Form
4562, Depreciation and Anortization, Part |, Election to Expense
Certain Tangi ble Property (Section 179), petitioner described the
property as “conputer, fax, printer, furniture, desks, chairs,
| anps” and cl aimed a cost of $10,260. Petitioner now contends
that he is entitled to a greater section 179 deduction, as

reflected on an exhibit entitled “Summary of 1994 179 Expenses”.
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That exhibit shows the follow ng itens:

Dat e Payee Anpount
Checks:
01/ 14 Cerritos Trophy $156. 00
01/ 23 Br adex 32.74
02/ 05 Br adex 32.74
02/ 05 Br adex 30. 74
02/ 05 Matt’'s A ass & Mrror 760. 00
02/ 27 Van Hygan & Smth 41. 42
03/ 13 Br adex 32.74
03/ 16 Br adex 30. 74
04/ 04 Crcuit Gty 1, 040. 38
04/ 04 Circuit Gty 153. 85
04/ 04 Fedco 293. 00
04/ 07 Matt’'s A ass & Mrror 800. 00
04/ 19 Br adex 35.74
04/ 23 Fedco 880. 00
05/ 09 Br adex 32.74
05/ 16 Br adex 32.74
05/ 16 Br adex 32.74
05/ 27 Br adex 30. 74
06/ 24 Br adex 35.74
06/ 24 Br adex 96. 69
07/ 03 Br adex 35.74
07/ 26 Br adex 32.74
07/ 26 Van Hygan & Smth 54. 60
08/ 05 Br adex 32.74
08/ 12 Br adex 35.74
08/ 12 Br adex 35. 89
08/ 22 Br adex 32. 89
08/ 26 Aaron Brothers 48. 35
09/ 02 Br adex 35.74
09/ 11 Br adex 43. 79
10/ 14 Br adex 35.74
10/ 21 Br adex 35. 89
11/ 21 Van Hygan & Smth 39. 34
12/ 05 Br adex 32.89
12/ 05 Br adex 35.74
12/ 17 Sheryl Davenport 24.35
12/ 28 Br adex 35. 89

M sc. 300. 00



Char ges:

07/ 22 Shel ves & Cabi nets 377.10
07/ 29 ADV Conputer Systens 2,321.76
08/ 04 Servi ce Merchandi se 140. 00
08/ 16 O fice Depot 5. 38
08/ 16 O fice Depot 345. 00
09/ 26 O fice Depot 16. 13

|tens purchased in 1993:

Ken Crane 652. 95
W ckes 705. 00
Tot al $10, 725. 81

The parties agree that petitioner is entitled to deduct, as
section 179 expenses, the itenms |isted as “Charges” above, the
cost of which totals $3, 205. 37.

Wth respect to furniture purchased from Wckes totaling
$705, the record shows that the furniture was purchased in 1993.
Petitioner did not begin his consulting business until 1994.
Section 179(d)(1) provides that the property nust be acquired by
purchase for use in the active conduct of a trade or business.
Since petitioner was not engaged in his consulting business
during 1993, the purchase price of the furniture is not

deducti bl e under section 179. See Reynolds v. Comm ssioner, T.C

Meno. 2000-20. Respondent conceded, however, that petitioner is

entitled to a depreciation deduction of $121 for his Wckes

furniture (basis--%$705, salvage-$100, useful life--5 years).
Petitioner also clainmed a section 179 deduction for the cost

of a television, television stand, and VCR Petiti oner conceded
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at trial that he did not use these itens exclusively for business
purposes. Section 1.179-1(d)(1), Income Tax Regs., provides that
a section 179 expense deduction may be clained only for the
portion of the cost attributable to business use and that no such
deduction is allowed if the business use is |less than 50 percent.
Petitioner clains that he used, and intended to use, the
tel evision and the VCR to nake tapes, but he failed to show how
much this equi pnment was used for business. Consequently,
petitioner has not established that he is entitled to a deduction
for the cost of these itens under section 179. Respondent
conceded, however, that petitioner is entitled to a depreciation
deduction of $40 with respect to these itens (basis--$1, 377,
sal vage- - $377, business use--20 percent, useful life--5 years).

Petitioner also clained a section 179 deduction for paynents
to Cerritos Trophy, Matt’s Gass & Mrror, Van Hygan & Smth
Aaron Brothers, and Bradex totaling $2,817.96. Petitioner
contends these paynents were for 25 decorative plates,
identification plaques and franmes for the plates, and a gl ass
case to hold the plates. Respondent contends that petitioner has
failed to denonstrate any busi ness use for these itens and that
petitioner’s clainmed deduction for their cost should not be
allowed. W agree that petitioner was required to substantiate
t he busi ness use of these itens and that petitioner failed to do

SO.
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Finally, petitioner clainmed a section 179 deduction for
paynents to Fedco and Sheryl Davenport and m scel | aneous cash
paynents totaling $1,497.35. Petitioner could not recall the
pur pose of any of these paynents and did not establish that the
expendi tures were deducti bl e under section 179.

We sustain respondent’s adjustnent of petitioner’s section
179 expenses and depreciati on deductions as nodifi ed.

Travel Expenses

On his 1994 Schedule C, petitioner clainmed a deduction for
travel in the anobunt of $3,182. Petitioner now contends that he
is entitled to a |larger deduction for travel in the total anount
of $5,433.16, as shown on an exhibit entitled “Sunmmary of 1994
Travel Expenses”. Respondent has conceded itens totaling
$2, 450. 54 and has disallowed the remaining itens as foll ows:

Doqg Boar di ng

Dat e Description Anpount

02/ 02/ 94 Animal Inns of Anerica $77.25

05/ 02/ 94 Ani mal I nns of Anerica 138. 75
Airfare

Dat e Description Anpount

04/ 24/ 94 Anmerican Airlines 650. 00

05/ 23/ 94 United Airlines 154. 00



10/ 22/ 94
2/ 29/ 94

Dat e
03/ 27/ 94

04/ 30/ 94
12/ 03/ 94

Dat e

07/ 16/ 94
08/ 17/ 94

Dat e

04/ 25/ 94
04/ 29/ 94

Dat e

03/ 18/ 94

Dat e

07/ 26/ 94
10/ 28/ 94
10/ 28/ 94
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American Airlines 650. 00
Sout hwest Airlines 16. 00
Lodagi ng
Descri pti on Anmpunt
Dana I nn & Mari na 128. 62
Hi Il crest Mbtel 53.50
Radi sson Hot el 113.50
Meals & Col f
Descri pti on Anmpount
Doubl et r ee Hot el 43. 00
Carl ton QOaks 58. 00

Oher Itenms with Receipts

Descri pti on Anmpount
Bay Tree 39. 00
Tee & Sea Resort 44. 00

Passport Renewal

Descri pti on Anmpount

Passport Service 65. 00

Traffic Fines and Tow ng

Descri pti on Anmpount
Barstow Traffic Court 109. 00
Car Rent al 2278. 00

MB Tow ng 75. 00
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M scel | aneous Cash

Dat e Descri pti on Anmpount
M scel | aneous 300. 00
Tot al $2, 976. 62

Petitioner’s clainmed expenditure was $150. Respondent
conceded $144.

2Petitioner agrees that this ambunt was not for car rental
but was for a traffic fine.

Petitioner is not entitled to deduct amounts spent to board

his dog. See Estate of Beck v. Comm ssioner, 56 T.C 297, 352

(1971) (expenses incurred to board taxpayer’s dogs are
nondeducti bl e personal expenses). Likew se, the cost of renew ng
petitioner’s passport is a nondeductible personal expense. See

Wenz v. Comm ssioner, T.C Meno. 1995-277 (passport renewal fees

cl assified as nondeducti bl e personal expenses). Traffic fines
and towi ng paid in connection with those fines also are
nondeducti ble. See sec. 162(f).

Respondent di sal |l owed the bal ance of the contested itens for
failure to substantiate either the paynent or the business
pur pose of the paynent. W agree that the itens in question are
subject to the strict substantiation requirenments of section
274(d) and that petitioner has failed to satisfy them

Petitioner clained airfare but presented no docunentation
that he actually paid for the airfare. Wile we do not doubt

that petitioner flew to the places he described, there is no
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credi ble evidence in the record to prove that petitioner paid for
the airfare. Petitioner’s airfare could have been paid by a
third party or purchased with frequent flier mleage. On this
record, we sinply do not know what happened. Section 274(d)
requires nore substantiation than sinply a taxpayer’s testinony.

See Langer v. Conm ssioner, T.C Meno. 1990-268 (deduction for

airfare disallowed w thout receipt), affd. 980 F.2d 1198 (8th
Gr. 1992).

Li kew se, petitioner had no receipts or other docunmentation
to support his deduction of |odging, neals, and golf. These
expenses al so are subject to the requirenents of section 274(d),
and the requirenments have not been net in this case. See also
sec. 1.274-5T(b)(2) and (3), Tenporary |Incone Tax Regs.

Al t hough petitioner had receipts for expenditures at the Tee
& Sea Resort and the Bay Tree, petitioner did not substantiate
the nature of the expenditures or their business purpose.
Petitioner clained that the Bay Tree expense was for |odging, but
this does not appear to be the case. Respondent already has
conceded petitioner’s | odging expenses of $547 for that trip.
Petitioner offered no explanation for the Tee & Sea Resort
expense.

We sustain respondent’s adjustnent to petitioner’s travel

expense deduction as nodifi ed.
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Meal s and Entertai nnent Expenses

On his 1994 Schedule C, petitioner clainmed a deduction for

meal s and entertai nnent in the amount of $2,435, cal cul ated as

foll ows:
Meal s and entertai nment $4,871
Less: 50% |limtation of sec. 274 (2,436)
Tot al deduction $2, 435

Petitioner now contends that he is entitled to a deduction

for meal s and entertai nnment of $1, 770, calcul ated as foll ows:

Meal s and ent ert ai nment $3, 539
Less: 50% |limtation of sec. 274 (1,769)
Total revised deduction $1, 770

O the revised neals and entertai nnent expenses cl ai ned by
petitioner, respondent conceded that petitioner has substantiated
neal s and entertai nment expenses of $1,933.62 before the 50-
percent limtation of section 274(n) is applied. Respondent
mai ntai ns that he has allowed a deduction for “substantially al
of the itens for which petitioner has presented docunentary
evi dence, except for the cost of golfing.”

We have reviewed the record, and we agree petitioner
failed to substantiate the remainder of the itens clained. The
remaining itenms fell into two categories—neals for which
petitioner presented no docunentation ($1, 328.89) and gol f
expenses as to which petitioner failed to substantiate all of the
el enents required by section 274(d) ($323.60). Section 274(d)

requi res adequate docunentation of a covered expense and its



- 19 -

busi ness purpose. See Mylan v. Comm ssioner, T.C Menp. 1968-15

(expenses of golf outings disallowed where taxpayer did not show
direct relationship between expense and conduct of business);
sec. 1.274-5T(b)(3), Tenporary |Incone Tax Regs.

We sustain respondent’s adjustnent to petitioner’s neals and
entertai nment expense deduction as nodifi ed.

Wage Expense

On his 1994 Schedule C, petitioner clainmed a deduction for
wages in the amount of $2,340. The itens allegedly included in
cal cul ating the deduction were listed on an exhibit entitled
“1994 WAge Expenses”. Petitioner contends that he paid various
peopl e amounts from $30 to $250 for clerical and research work
and for conputer training.

Petitioner did not nmaintain any docunentation regarding the
al | eged wage paynents. Although he clained that he nade the
paynments in cash, he did not obtain any receipts for the
paynents.

The record is devoid of any credible evidence substanti ating
the all eged wage paynents. As a businessperson, petitioner
surely knew that he was required to substantiate his business
deductions. Petitioner failed to offer any evidence other than
his own testinony to prove that he actually nmade the wage
paynments. W are not required to accept a taxpayer’s self-

serving and uncorroborated testinony. See Wod v. Conm ssioner,




- 20 -
338 F.2d 602, 605 (9th CGr. 1964), affg. 41 T.C. 593 (1964);

Tokarski v. Conm ssioner, 87 T.C. 74, 77 (1986). Since we are

unwi I ling to accept petitioner’s testinony wthout sone
corroboration on this issue, we sustain respondent’s adjustnent
di sall owi ng petitioner’s wage deducti on.

Accur acy- Rel ated Penalty

Respondent has proposed an accuracy-rel ated penalty agai nst
petitioner for 1994 under section 6662(a). Section 6662(a)
aut hori zes respondent to inpose a penalty in an anount equal to
20 percent of the portion of the underpaynent attributable to
negl i gence or disregard of rules or regulations. Negligence is
defined as “any failure to nmake a reasonable attenpt to conply
with the provisions of * * * [the Internal Revenue Code]”. Sec.

6662(c); see also Neely v. Comm ssioner, 85 T.C 934, 947 (1985)

(negligence is lack of due care or failure to do what a
reasonabl e and prudent person would do under the circunstances).
Negl i gence al so includes any failure by the taxpayer to keep
adequat e books and records or to substantiate itens properly.
See sec. 1.6662-3(b)(1), Incone Tax Regs. The term “disregard”’

i ncl udes any carel ess, reckless, or intentional disregard. Sec.
6662(c). Disregard of rules or regulations is careless if the

t axpayer does not exercise reasonable diligence to determ ne the
correctness of a return position that is contrary to the rule or

regul ation. See sec. 1.6662-3(b)(2), Income Tax Regs. A
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taxpayer is not liable for the penalty if he shows that he had
reasonabl e cause for the underpaynent and that he acted in good
faith. See sec. 6664(c).

Petitioner failed to naintain adequate records to
substanti ate the deductions he clainmed on his 1994 Schedule C
See sec. 6001; sec. 1.6001-1(a), Incone Tax Regs. He offered no
evidence at trial to explain this failure. Accordingly, we hold
that petitioner is liable for an accuracy-rel ated penalty under
section 6662(a) for 1994 in an anount to be calculated in
accordance wth this opinion.

To reflect the foregoing,

Deci sion will be entered

under Rul e 155.




